Introduction


The macroeconomy is influenced by the federal government in three ways. This is through the fiscal policy of spending and taxing. The second way is through monetary policy. And the third is via the regulation of banks and other financial institutions. The way that banks and other financial institutions are regulated has an influence on the outcome of any monetary policy. Often the regulations can have the effect of increasing or decreasing the actual credit that financial institutions extend and the ability of financial institutions to meet their obligations. The United States has gone through a profound economic history of imposing regulations on financial institutions and financial markets and removing some of those regulations, especially in a period from the 1980s through part of the first decade of the 21st century. An attempt to replace some of those discarded regulations has taken place since the worst part of the Great Recession. The article's first section will explain the most significant political-economic events from the founding of the Fed to the 1950s aftermath of World War II. The second section examines the time of the 1960s through the present. Also this section, starting with the last paragraph of page 23 (left column), states that macroeconomic theory has changed due to the many different events during the time span covered in this paper. Finally, a summary and conclusion will complete this article. Covering a span of over one  Paul Gentle, 2017. Paul Gentle, Ph.D., Assistant Professor of Business and Economics, NCC British Higher Ed., GZIT, Guangzhou, China. This is an Open Access article, distributed under the terms of the Creative Commons Attribution 4.0 International license, which permits unrestricted re-use, distribution, and reproduction in any medium, provided the original work is properly cited. hundred years of American economic and banking history will enable the reader to have a good foundation in regard to the major economic and political events of contemporary American history.
1. The founding of the Fed, World War I, the new Deal, the Glass-Steagall Act for banks and other financial institutions, World War II, Korean War, and moderate recessions of 1950s
There are two major pieces of banking legislation which became law in the first decades of the twentieth century that have a special significance. One is the Federal Reserve Act of 1913, and the other is the Glass-Steagall Act of 1933, which passed in the early part of the first term of President Franklin Roosevelt. President Woodrow Wilson signed the Federal Reserve Act on December 23, 1913 and on November 16, 1914 , the Federal Reserve (also known as the Fed) opened for business . The founding of the Fed probably came about due to the Panic of 1907, which led to the 1908 Aldirch-Vreeland Act, which created the National Monetary Commission. This commission was a group of legislators, academics, and bankers and their published 1910 report discussed in detail both the positive and negative features of the financial systems in both the United States and foreign countries. The commission issued a report that provided a "major impetus" to the founding of the Fed (Mankiw et al., 1987) . On the front page of The New York Times on November 16, 1914, McAdoo, President Wilson's U.S. Treasury Secretary prophesized that the founding of the Federal Reserve would help the agricultural economy, which at times lacks the necessary capital to finish the harvesting of crops and marketing distribution cycle. It was prophesized that the financial sector and the general economy would be improved. McAdoo also pointed out that the banking sector would be more secure, and, thus, the general economy would benefit (Mankiw et al., 1987) . President Woodrow Wilson was a strong proponent of passage of the Federal Reserve Act. In the Congressional House and Senate, the Act tended to have broader support by Democrats compared to the Republicans. This is similar to the call for an expanded money supply by Democrats and tighter monetary policy by Republicans, during some of the previous twenty years before the founding of the Fed (Johnson, 2010) .
Fig. 1. Federal debt to GDP ratio forthe United States
In examining Figure 1 , one can see that the debt to GDP ratio was at its maximum during World War II. Yet recent years show a ratio that is second in height. One reason the debt to GDP ratio is important, since it concerns the crowding out effect upon the private sector. According to the Monetarists, there is complete crowding out. Yet the New Keynesians believe in only partial crowding out (Mishkin, 2006) .
In examining some countries, Rostow (1959) determines that Great Britain attained a certain "maturity" level, in regard to technological advancement, by 1850, with a comparable level in the United States in 1900, both Germany and France in 1910, Japan in 1940, both Russia and Canada in 1950 and Sweden in 1930. These dates are "rough" and "symbolic". Rostow thinks these dates are important in understanding such historical events such as World War I, which lasted from summer 1914 to fall 1918. During the war, American farmers produced food for their own country and much of the food for the allies in Europe. Carlos Lozada (2016) states that when World War I began, the U.S. economy was in a recession. However, a forty-four month economic boom ensued from 1914 to 1918. The first part was manifested as Europeans began purchasing United States goods for the war and later as the USA itself joined the battle. The unemployment rate decreased to below two percent in 1918. The USA came out in support of the British and French allies earlier by supplying armaments (Gordon, 2009; Lozada, 2016) . The cost of the war to the United States is included in Table 1 .
There was a post-World War I recession. By the spring of 1920, it was apparent that the removal of programs and procedures implemented during the war resulted in some "amount of economic dislocation" (Post-World War I Recession, 2016). Manufacturers in the U.S. had a loss in domestic consumer demand and export demand. The results were high unemployment, business bankruptcies and falling wages (Post-World War I Recession, 2016). However, the agricultural sector may have been hit the hardest, since some European nations were no longer demanding as many American agricultural products, as they had during World War I. Though, economic prospects improved, notably by 1922, when an economic boom began. (PostWorld War I Recession, 2016). In Figure 2 , we can see how percentage GDP was affected by the downturn and recovery periods of both the Great Depression and Great Recession. We can see that the low point of the Great Depression was lower than the low point of the Great Recession. The years following the Great Depression were more uneven compared to the years following the Great Recession. It is important to note the downturn in GDP around 1937 and the cause of the downturn will be examined on page 17, left column, last paragraph. What happened in 1937 will be explained later. During the 1920s, there was a "substantial retail appetite for real estate securities" (Goetzmann et al., 2010) . This large buying of real estate securities, due to some people being overly optimistic, resulted in a boom and bust situation in construction (Goetzmann et al., 2010) . The resulting precipitous drop in the price, perissuance of more real estate securities. This phenomena may have helped other asset prices to decrease and the result was the stock market crash of 1929 (Goetzmanm et al., 2010; Brocker and Hanes, 2013). Both Bernstein (1984 Bernstein ( , 2001 ) and John Kenneth Galbraith (1972) note that the American economy was weakening before the stock market crash of October 24, 1929 and that the crash was a symptom of rather than the cause of the Great Depression. Schwartz (1963a, 1963b) Rickards (2012) maintains that this act was greatly effective in limiting bank failures and severe business cycles between the Great Depression and the Great Recession. In 1999, the Glass-Stegall Act was repealed, one causal factor in more bank failures and the Great Recession, bigger than any economic downturn since the Great Depression.
The National Recovery Administration led to prices and wages being more inflexible and "sticky" In Figure 6 , we have a graph of velocity over time.
In Figure 7 , we have the corresponding levels of risk during the same time periods. Also there is an interaction between velocity and risk. The greatest point of risk premia in the Great Depression was in 1932 and this velocity was lessened at that time. During periods of economic crises, when there is higher economic risk, velocity falls. Risk we associate with uncertainty and uncertainty lessens business and consumer confidence. Furthermore, economic activity is lessened with any lowering of business or consumer confidence. Periods of great economic activity, such as a period of growth or a significant war, are accompanied by an increase in velocity. The Dodd-Frank Act was created to bring back some regulation of financial institutions, which was lost with the repeal of much of the Glass-Steagall Act. Due to Dodd-Frank, some assets of the shadow banking world shifted in amounts to money or M2. (Mishkin, 2006) . Although more regulatory agency auditing was necessary due to allowing S&Ls to get into more activities, Congress had been successfully lobbied by the S&L industry. Thus, Congress refused to approve adequate funding for effective auditing (Mishkin, 2006) .
See Table 1 for the costs of the Persian Gulf War and post September 11, 2001 military activities spent and budgeted through fiscal year 2011. After a mild, brief recession from the last part of 1990 and through the first part of 1991, the U.S. economy experienced a good economic environment, until the early 2000, when the economy experienced a recession, due to the dot.com boom ending (Gordon, 2009 ). An economic phenomena occurred towards the end of the millennium and into a brief part of the beginning of the next century. Gordon (2009) is an expert about the so called "New Economy," and why it could not last. A low inflation rate, coupled with a low unemployment rate, affected the Fed policy of keeping interest rates low. Matters of economic expansion also accelerated in 1995. Computers were coming and more a necessity for both businesses and for home use by consumers. The result was that the prices for computers and related equipment, such as fiber optics, increased due to the increase in demand. Yet this could not last and the ending of the dot.com boom brought a decline in some of the stock prices. There had been too much investment in computers, related equipment, telecommunications, which, in turn, affects apartment and commercial building construction (Gordon, 2009; Bernanke, 2010 There may have been some efficiency in letting some competition between banks, between states, in some cases (Strioh and Strahan, 2003 ). Yet that does not mean the wholesale, total de-regulation that took place of financial institutions, whereby conflicts of interest occurred, was a good idea (Stiglitz, 2009 (Stiglitz, , 2010 . For example, standard type banks that do standard consumer and small business type banking have been allowed into risky investment banking. Such activity was clearly made illegal by the Glass-Steagall Act. After being chipped away at little by little, the GlassSteagull Act was repealed in 1999 (Stiglitz, 2009 (Stiglitz, , 2010 Gramm, 2016) . Well before the housing bubble burst, with its attendant economic ill effects, articles and books had already been written, which stated that the massive financial deregulation was a case do the United States heading in the wrong direction (Batra, 2005; Hatcher, 2006) . Keynes (1936) was a person who believed in the basics of the free enterprise system and thought some government regulation was necessary to preserve that to regulate potential problems in pure capitalism. (Bernanke, 2010) . There were more exotic mortgages that included significant reductions in the initial monthly payment than could be obtained through a standard ARM. Clearly, for lenders and borrowers focused on minimizing the initial payment, the choice of mortgage type was far more important than the level of short-term interest rates. These mortgages of exotic types allowed more people to get a mortgage and this contributed to the housing bubble. Amazingly there were even non-documentation loans (Bernanke, 2010) . Robert Shiller (2007) states that the beginning of the boom was in 1998, with most rapid price gains were in 2004 and 2005, when the annual rate of house price appreciation was between 15 and 17 percent. Thus, the timing of the housing bubble was due to an expansionary monetary policy (Bernanke, 2010) . In tandem, loose regulatory policy and expansive monetary policy contributed to the housing bubble. Yet the Fed Chair after Greenspan was Bernanke and he emphasizes his belief that the lack of regulations may have been just as much or more important than the lax monetary policy. The Fed strongly advocated financial regulatory reforms, and the Great Recession and the crisis showed that financial indicators such as leverage and liquidity must be evaluated in light of both a system-wide perspective, as well as at the level of individual firms (Bernanke, 2010) .
The Federal Reserve and other agency efforts to improve mortgages came too late to keep many banks and finance companies from needing bailouts. The U.S. federal government bailed out banks and many financial companies. Among these were firms heavily into credit default swaps. In order to regulate this, auditing capacity has to be there (Bernanke, 2010 ).
Mishkin (2006) states that both regulators and politicians are to act as agents for the "voter-taxpayers (principals)" in the United States economy, since "taxpayers bear the cost of any losses by the deposit insurance agency". However, there is a "principal-agent problem", because the agent, whether that agent is a politician or regulator, "does not have the same incentives to minimize costs to the economy as the principal the taxpayer" (Mishkin, 2006) . If regulators of financial institutions are to act in the interest of taxpayers, the regulators should seek to lower the cost of the deposit insurance agency. This can be done by having high capital requirements, having tight restrictions on holding assets that are too risky and not adaptable to any regulatory forbearance, "which allows insolvent institutions to continue to operate" (Mishkin, 2006 Incomplete attempts to restore regulation, such as the Dodd-Frank Act, fall short of the greatness of the bipartisan Glass Steagall Act of 1933. Stiglitz had advised American law makers to break the largest banks up so that they would not be of the too-big-to fail variety. However, in the twentieth first century, as of yet, the American law makers have not addressed the concerns of Stiglitz and others. Prior to the Great Recession, in 1999, Democrats were led by President Bill Clinton and Republican Senator Phil Gramm in the destruction of the Glass-Steagall Act. At the very least, politicians should care enough to keep investment bankers totally separate from the commercial banks. This needed requirement is due to the obvious conflict of interest that arises when investment bankers throw caution to the wind and invest insured deposits in doubtful and often catastrophic bonds, stocks and mortgaged backed securities. Until the "leaders" of both parties in Washington care enough to re-instate the Glass-Steagall Act or something very similar, the American citizens are being set up for another fall. Americans need to get informed about the economics and political factors that have caused economists disasters (Rikards, 2012 (Rikards, , 2014 ).
This article traces selected major events, seen through economic and political lenses. Macroeconomic thought has often adjusted to fit the times. In the early 1900s, there existed the Classical School as the main school of economic thought. The Classical School of economics stated the economy was always self-correcting. With the advent of the Great Depression, the Keynesian School called for government intervention, relying primarily on fiscal policy. Friedman and Schwartz (1963a) proved the significance of changes in the money supply in the Great Depression. Then, the New Keynesian synthesis somewhat combined the most relevant of the Keynesians, Monetarists and other schools. The main difference between New Keynesian and New Classical is that New Keynesians believe that even anticipated government policies can have an effect on the economy, though less than unanticipated ones. However, New Classicals think that only unanticipated policies can have such an effect. Views on macroeconomics and economic history will continue to be augmented by future events.
Summary and conclusion
In the United States, in the past century and beginning part of another one, the country has vacillated between responsible regulation of banks and other financial institutions and having too laissez faire an attitude towards the very powerful and rich people on Wall Street. The two biggest economic disasters discussed in this article were the Great Depression and the Great Recession. Irresponsible monetary policy and lack of funded effective regulations of banks and other financial institutions resulted in the needless suffering for many millions of Americans and this also affected other parts of the world. What is more, this suffering could have been avoided and hopefully the more sane and responsible policy makers can make that happen in the future.
End notes:
(1) Meetings between commercial bankers took place on Jekyll Island prior to passage of the Federal Reserve Act (Bagwell, 2016 
